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It is impossible to teJJ whether any particular purchase wou1d have any effect on the amount of
Director Hanko's bonus. Any given transaction could increase, decrease, or have no effect at all on her
income It is the aggregate of 811 sales transactions for multiple product lines in a given time period for
an entire territory as compared to cenain budgets and goals (aIJ of which are completely beyond her
control) which, along with the overall profitability of the company combine to detem1ine the incentive
bonus income. These complicated fonnulae are typically changed by Baxter at least once each year.

Any estimated attribution to MPHS or any other direct or indirect purchaser must await data
which is compiled by a third party and provided to Baxter after the close ofthc calendar year. This
estimated attribution is not containcd in any of the third party data, but is thc result of estimates,
guesses and speculation by Director Hanko from the data provided. The attribution estimate is a very
rough number and no effort has been made to make this estimatc for 2001 or 2002 incentive bonus
income, because Director Hanko is still disqualifying herself pursuant to staff advice. Further, Director
Hanko still does not have the fin&! bonus calculation for 2001 from Baxter and until then, she has no
legal "right" to any of these funds.

As the staff has noted, the incentive bonus is not based on individual sales of specific products.
Director Hanko does not know when MPHS or any other medica] provider makes a purchase of Baxter
products. As a result, under the staff's analysi,- Director Hanko will never know when a customer or a
customer of a customer has purchased sufficient products above the bonus threshold to provide her
wjth any bonus at all. It is even more difficult for Djrector Hanko to estimate whether or when any
provider has purchased sufficient product &0 that it will "cause" Director Hanko to cross the threshold
into bonus income.

The staff has mischaracterized some of the facts. Staff repeatedly refers to MPHS as the
customcr of Baxter. MPHS docs not purchase directly from Baxter. MPHS is the customer of a
customer of Baxter and is thus three steps removed from Director Hanko. :MPHS buys Baxter
products from an independent third party wholesaler, not from Baxter.

The staff also incorTectly concludes, "There is clearly a direct salesperson/customer relationship
between Director Hanko and MPHS," (Staff memo, p. 5.) 1 We have repeatedly pointed out that

Director Hanko spends her time and efforts educating physicians, nurses and related medical providers
about Baxter products and that the physicians are the ones who select which product to prescribe, not
the hospital. Further, Director Hanko is engaged in absolutely no direct selling to 1vfiJHS or anyone
else. Finally, MPHS is not a customer of Baxter, Thus, contrary to the staff conclusion, Director
Hanko does not have a direct salesperson/customer reJationsrup with J'\..fPHS. The staff conclugion
lacks any factual support.

Staff claims that ifMPHS discontinue~ using Baxter products, 'lit is reasonable to assume that
there would be a decline in Baxter's sales directly attributable to the loss ofMPHS as a purchaser. No
one has asserted trus is not the case." (Staff memo, p. S.) Staffis incorrect. First, MPHS does not have
the authority to direct an independent physician (who simply has hospital privileges with MPHS) to

J It bas-long b-n noted by !eg.lob.esvcn that wbencvcr-a lawyer USe8 thc wonl"cle.arly" it

indicates that there is nothing whatever cle.ar about th~ matter.
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stop prescribing a Baxter product. This would intcrfere with the indcpendent medical judgment of the
physician and would impemtissibly interfere with the doctor-patient relationship. Further, jfthe
physician believes the Baxter product is superior, that is the product which will be prescribed. When
such prescription! are filled at the hospital pharmacy, they will bc refilled by MPHS orders with the
independent third party wholesaler. This is hardly a direct attribution ofsaJes to MPHS.

Also, Director Hanko directly refuted this flawed conclusion by stating that if the patient mix
changes at MPHS or for that matter, ifMPHS goes out of business entirely, her bonus income would
probably not be affected at all. The same would be true if the board decided to refocus the hospital's
attention to a particular segment of the patient population. That is because thc patients' needs and their
physicians' prescriptions drive the purchases of Baxter products, not the hospital's buying dccisions. If
the patients or their physicians Caru10t go to r...fi1HS, they will go to anothcr hospital. Since Director
Hanko's tcnitory extends ttom San Francisco to Santa Cruz, it is likely that the patients would usc and
their doctors would prescribe the same amount of Baxtcr products and her bonus would not be
impacted at all.

The staffis also mistaken when they state, "Based on the success or failure of Ms. Hanko in trus
direct salesperson/customer relationship between Director Hanko and MPHS, a bonus is generated."
(Staff memo, p. 5.) The staff bases their conclusion on faulty assumptions and the conclusion is
erroneous. As noted elsewhere in this reply, there is no direct relationship between MPHS purchases
and the amount of bonus Director Hanko receives. There is at best, B very indirect, discretionary, and
complex calculus which pennits a very rough estimate of the amount of bonus wruch could be
associated with lvIPHS The bonus foUows a very complicated formula wruch uses various products
lines, goals, budgets, shifting time periods for the entire geograpruc area and overall company
profitability to determine the amount of bonus. It is Director Hanko's success with all doctors, nurses,
and other medical providers in her entire terTitory wruch tends to generate a bonus, not her success with
f'v1PHS.

Similarly, the staff is incorrect when they state, without factual support, that ifMPHS doubled its
purchases of Baxter products, Director Hanko's bonus would increase accordingly. Again. Baxter
products are selected by patients and physicians, not by the hospital. The hospital simply buys product
to replace those sold to patients by the pharmacy or used by physicians for treating pa~ients on site.
There are only so many patients in the area. Whether these patients go to MPHS or another hospital
will not have any effect on Director Hanko's bonus because she earns 8 bonus based, in pan, on sales in
the entire geographic area by all buyers combined.

The staff has made erroneous assumptions which lead to faulty concJusions in an effort to justify

the result which the Commission has instructed them to reach. Many of the erroneous conclusions
stated by the staff betray a desperate attempt to find some basis to disqualify Director Hanko. This is a

very dangerous process which may set a very inappropriate precedent for Commjssion decision making,

The ad hoc nature of the process also makes it very difficult for the District to extrapolate the rules to

other directors whose sources of income ffi3Y require similar analysis.




















